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diversification in  the  region  In question.     Economic   diversification  represents
the  degree   to which a  region is  economically self-sufficient.     Economic self-
sufficiency,   in  turn,   depends  on  the degree of  openness   in  the  economy;   that   is,
the degree  to which  the  region   trades with  other  regions.     A local  economy  Is
less  self-sufficient  than the national economy because it   Is more  specialized
(or,  more "undiversifled")   in  terms of what  its industries produce.    Thus,  a
local  economy sells  (or exports)  a larger portion of   its  total production  to
buyers outside  the region.     Similarly,   the local  economy buys   (or  Imports)   a
larger portion  of   Its  goods  and services   from outside   the   region.     The greater
the proportion of  exports and Imports,   the more undiversifled  (open)   the economy.

Relatively limited  information is needed for an  economy where most of   the
materials  for energy systems are imported,  and most  of   the personal  income and
capital  is spent outside of   the  area.     For  this  "highly  undiversifled" area,
most  of  the indirect,   induced and respending  (or substitution)   effects would be
"exported."    Furthermore,  financing for  the energy  Investment   in a small,
undiversifled economy, will generally originate from outside the region  (with
the  exception of direct  local taxation).     Hence,  a declsionmaker attempting  to
compare   two energy systems  In terms of job  creation  in  that area would,  with a
high degree   of confidence,   base   the  comparison  on  direct   effects   only.

In  contrast, for a well-diversified economy,   direct  employment  effects
alone are a misleading indicator of  the total net employment impact.     An
analysis based  on direct  economic effects discussed  above would fail to capture
the  significant  secondary effects discussed above,  and  could lead to very
misleading  policy conclusions.

Tables   1  and 2 present a summary of  the amount  of   information needed  for
making energy policy choices,  depending on the policy   question asked and the
degree of economic diversification In the region.    As   the tables  indicate,   the
accuracy of  direct   employment  effects  as an indicator  for total net  employment
effects within the  region will be greatest when:

(1)    The economy In question Is small and highly undiversifled.

(2)    The energy choices have equal costs per energy output.

(3)    The policy question requires a comparative  analysis  of  net  employment
impacts  among energy alternatives.

Alternatively,   the accuracy of direct  effects  as  an indicator of   total effects
will be  lowest when:

(1)    The economy in question  is  large and highly diversified.

(2)    The  energy choices have  unequal costs per energy output. (April 6, 1979, U.S. Government
